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New Par Value for Ecuador's Currency 


The International Monetary Fund has concurred in 
the establishment of a new par value for Ecuador’s 
currency, accompanied by a major simplification of 
the country’s exchange system. 

Effective immediately, the par value is changed from 
15 sucres to 18 sucres per U.S. dollar, and the country 
is discontinuing most of its multiple exchange rate 
practices. These have included an official exchange 
market with two sets of fixed rates, a free market with 
a fluctuating rate, and several mixed export rates. 

Under the new system, at least 90 per cent of all 
trade and related transactions, including the major 
export items—bananas, coffee, and cacao—will be 


Transactions of the Fund 


India 

The International Monetary Fund has agreed to a 
drawing by the Government of India equivalent to 
$250 million in six of the currencies held by the Fund: 
$110 million will be drawn in U.S. dollars, and the 
equivalents of $60 million in pounds sterling, $45 mil- 
lion in deutsche mark, $15 million in French francs, 
$15 million in Italian lire, and $5 million in Japanese 
yen. This is the first time that a Fund member has 
made a drawing in Japanese currency. 


El Salvador 
The Government of El Salvador has entered into a 
stand-by arrangement with the Fund for a period of 


IFC Investments 


Colombia 

The International Finance Corporation (IFC) an- 
nounced on February 6 a commitment to invest 
$170,000 in Berry, Selvey y Cia. $.A., a new Colombian 
corporation, to expand and modernize the manufacture 
of home furniture and furniture components. The in- 
vestment will be in unsecured notes, bearing 7 per cent 
interest payable in dollars and maturing between 1965 
and 1970. IFC expects also to receive additional inter- 
est related to profits and an option on capital stock of 
the corporation. The total cost of the project is esti- 
mated at the equivalent of nearly $500,000. 


India 


On March 6 the IFC announced a commitment to 
invest $210,000 in KSB Pumps Private Ltd., of 


conducted within | per cent on either side of parity. 
A small free market with a fluctuating rate will con- 
tinue to operate, mainly for nonessential transactions 
in invisibles and unregistered capital movements and 
mainly as a means of controlling capital transfers. 
The new par value of the sucre expressed in terms of 
gold and in terms of the U.S. dollar of the weight and 
fineness in effect on July 1, 1944 is as follows: 
0.0493706 gram of fine gold per sucre; 630.000 sucres 
per troy ounce of fine gold; 18.0000 sucres per U.S. dol- 
lar; 5.55556 U.S. cents per sucre. 
Source: International Monetary Fund, Press Release, 
Washington, D.C., July 19, 1961. 


with India and El Salvador 


12 months, for an amount equivalent to $11.25 million. 

The reserve position of El Salvador showed a decline 
in the last quarter of 1960 and the first quarter of 1961, 
when a high level of bank credit facilitated imports 
which exceeded the country’s current foreign exchange 
earnings. The Salvadoran authorities are adopting meas- 
ures to improve the internal situation through appropri- 
ate fiscal and monetary policies. While these policies 
are taking effect, the Fund’s assistance will help to 
support the country’s reserve position and assure the 
continued convertibility of its currency. 


Sources: International Monetary Fund, Press Releases, 
Washington, D.C., July 14, 1961. 


Bombay, India, to help finance the construction and 
operation of a plant at Pimpri, near Poona, for the 
manufacture of special-purpose pumps. The total cost 
of the project is estimated at the equivalent of $630,000. 

IFC’s investment is in unsecured dollar notes, bear- 
ing interest at 7 per cent payable in dollars and maturing 


between 1966 and 1971. IFC will also be entitled to 
receive additional interest in rupees related to profits. 


Brazil 


The IFC announced on June 23 the sale of its 
$1.2 million investment in Companhia Mineira de 
Cimento Portland §.A. (COMINCI), a cement com- 
pany in Brazil. This is the first sale of an investment by 
the IFC in a project which has been completed and in 
production. The purchaser was a European investment 
company closely associated with the stockholders of 
COMINCI. 
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The IFC investment in COMINCI was made in 
December 1958, to help to finance the construction and 
operation of a cement plant with a capacity of 
200,000 tons a year. 

Sources: International Finance Corporation, Press 
Releases, Washington, D.C., February 6, 
March 6, and June 23, 1961. 


Europe 


U.K. Foreign Trade 

Preliminary figures for June show a marked improve- 
ment in U.K. trade. The trade deficit declined from 
£82 million in May to £41 million in June. Exports in 
June are estimated at £316.3 million, imports at 
£371.1 million, and re-exports at £13.8 million. 

The Board of Trade believes that delayed exports 
resulting from the London dock strike a month earlier 
had only a minor impact on the figures for June. Delays 
in imports are believed to have been over before the 
end of May. Thus the strike, which led to a marked 
improvement in the trade balance in April and to an 
equally marked deterioration in May, had only a minor 
effect in June. 

Imports in the second quarter as a whole, if adjusted 
for seasonal variations, were running some 6 per cent 
below those in the first quarter. A declining trend in 
imports now seems to have been established. The 
export trend has still to reveal itself clearly, though it 
now appears to be upward. Exports in the second quar- 
ter were 1 per cent less than in the first quarter, but 
this is not a fair comparison, since the first quarter’s 
figures were swollen by delayed deliveries resulting from 
the shipping strike in the autumn of last year. 
Source: The Times, London, England, July 15, 1961. 


Steel Production in United Kingdom 


The U.K. steel industry in June was operating at only 
about 84 per cent of capacity, compared with 87 per 
cent in the previous month and 95 per cent in 
June 1960. The weekly average output in June, 
466,100 tons, was the lowest recorded since August 
1960, when holidays helped to reduce production. 
There is ho sign of any immediate strengthening in 
over-all demand in the United Kingdom, and it is even 
expected that the July figures will show a further 
decrease in output. Exports of steel, however, increased 
in June to 293,000 tons, the highest figure since World 
War Il except for October 1959, when exports were 
affected by the U.S. steel strike. 
Source: The Financial Times, 

July 13, 1961. 


Norway's Balance of Payments 

According to preliminary estimates, Norway’s balance 
of payments on current account for the first five months 
of 1961 resulted in a deficit of NKr 740 million ($104 


London, England, 


million ), compared with a deficit of NKr 204 million in 
the same period last year. The deficit on goods and 
services account increased from NKr 298 million in 
January-May 1960 to NKr 816 million ($114 million) 
this year, mainly as a result of larger imports. Imports, 
excluding ships, amounted to NKr 3,935 million 
($551 million), NKr 307 million more than in January- 
May last year, while imports of ships rose by 
NKr 236 million, to NKr 937 million ($131 million). 
Exports, excluding ships, increased from NKr 2,531 mil- 
lion in the first five months of 1960 to NKr 2,585 mil- 
lion ($362 million) this year, and exports of ships 
were NKr 113 million ($16 million), almost unchanged 
from last year. Net income from freight earnings fell 
slightly, from NKr 1,330 million to NKr 1,320 million 
($185 million), and net payments abroad in respect of 
interest increased by NKr 12 million, to NKr 96 mil- 
lion ($13 million). Net receipts from other services 
totaled NKr 134 million ($19 million), compared with 
NKr 144 million last year. 

In spite of the large deficit on current account, the 
foreign exchange reserves decreased by only NKr 1 mil- 
lion, to NKr 2,931 million ($410 million) at the end 
of May 1961. Net receipts from loans raised in con- 
nection with the import and export of ships amounted 
to NKr 333 million ($47 million), against only 
NKr 33 million in the first five months of 1960. Other 
nonofficial loans yielded NKr 59 million ($8 million), 
net, compared with NKr 35 million in 1960. The 
Government raised NKr 189 million ($26 million) in 
new foreign loans. Repayment of government loans 
(including consolidated EPU debt) amounted to 
NKr 50 million ($7 million), net, compared with 
NKr 100 million in 1960. Other identified capital trans- 
actions resulted in an inflow of NKr 74 million, and 
there was a surplus in respect of net errors and omis- 
sions amounting to NKr 134 million. 

Source: Statistisk Sentralbyra, Statistisk Ukehefte, Oslo, 
Norway, July 13, 1961. 


Premium Savings Scheme in Norway 


In accordance with a Parliamentary decision of 
May 21, 1961, the Ministry of Finance of Norway has 
introduced a premium savings scheme for youths. 
Persons between the ages of 16 and 30 years having an 
income from employment and being domiciled in Nor- 
way may participate in the scheme, which must be 
entered before the age of 27 years. The annual amount 
saved must be between a minimum of NKr 200 and a 
maximum of NKr 1,000, and the period of saving must 
be not less than three years. The highest amount of 
individual savings eligible for a premium is NKr 10,000, 
which must be saved from the person’s own income 
from employment. The amount saved must be utilized 
for acquiring a dwelling; NKr 2,000 may be used for 
furnishings. The saver must prove to the savings insti- 
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tution that the amount saved is used for purposes 
eligible for the premium. 

Premium savings accounts may be opened in the 
Postal Savings Bank and in the savings banks and com- 
mercial banks participating in the savings scheme. The 
deposits will carry an interest rate decided by the bank 
in question. In addition, a savings premium, which is 
to be appropriated by Parliament, will be paid as fol- 
lows: on withdrawal after a three-year period of saving, 
11 per cent of the amount saved; after four years, 
12 per cent; after five years, 13 per cent; after six years, 
14 per cent; and after seven years or more, 15 per cent. 
Source: Norges Handels og Sj@fartstidende, Oslo, Nor- 

way, July 10, 1961. 


Sweden's Balance of Payments 

Sweden’s balance of payments on current account in 
the first quarter of this year resulted in a deficit of 
SKr 160 million ($31 million), compared with 
SKr 396 million ($76 million) in the first quarter 
of 1960. Exports increased by almost SKr 120 million, 
to SKr 3,271 million ($632 million), and imports fell by 
about SKr 60 million, to SKr 3,741 million ($723 mil- 
lion). The shipping surplus, the highest so far for any 
first quarter, rose by SKr 55 million, to SKr 360 million 
($70 million), whereas other current payments resulted 
in a net deficit of SKr 50 million, the same as last year. 

Sweden’s total foreign exchange reserves increased 
by SKr 161 million, compared with a decline of 
SKr 345 million for the first quarter of 1960. At the 
end of March 1961, total reserves amounted to 
SKr 3,049 million ($589 million). 
Source: Swedish-International Press Bureau, Bulletin, 

Stockholm, Sweden, July 12, 1961. 


Swedish Government Accounts 

According to the National Debt Office, Sweden's 
aggregate government accounts for 1960-61 resulted in 
a surplus for the first time in nine years. The surplus 
was about SKr 250 million ($50 million). As late as 
May this year, the Minister of Finance estimated that 
there would be a deficit of about this same magnitude. 
In 1959-60, there was a deficit of SKr 1,632 million, 
the largest over the past ten years. The favorable devel- 
opment during the past fiscal year is due largely to a 
considerable increase in government revenue. Expendi- 
tures have also increased, but at a slower pace. 
Source: Swedish-International Press Bureau, Bulletin, 

Stockholm, Sweden, July 12, 1961. 


German Credit Measures 

With effect from July 1, 1961, the Central Bank 
Council of the Deutsche Bundesbank has reduced the 
minimum reserve requirements of the banks by a further 
5 per cent of their level in October 1959 (see this 
News Survey, Vol. XIII, p. 173), thus reinforcing the 
banks’ liquidity by some DM 400 million ($100 mil- 


lion). This new relaxation in credit policy is generally 
thought to be connected with the current weakness in 
the bond market. Political uncertainties have apparently 
induced many foreign investors to liquidate their hold- 
ings of German securities, while domestic demand has 
remained slack. 

The new 5 per cent DM 250 million loan offered by 
the Deutsche Bundesbahn (German Federal Railways) 
at 98 per cent was not fully subscribed; an estimated 
40 per cent had to be taken up by the underwriting 
banks. The 1959 Bundesbahn 5 per cent loan fell 
to 97%, in spite of open market purchases by the 
Bundesbank to support the bond market. It is generally 
expected that the monetary authorities will nevertheless 
continue in their efforts to reduce long-term interest 
rates, in order to diminish the differentials between 
interest rates in Germany and in other countries. 
Sources: Die Welt, Hamburg, Germany, July 13 and 

14, 1961. 


Financial Agreement Between Austria and Germany 


The Federal Republic of Germany has recently 
agreed to compensate Austria for a part of the cost of 
Austrian indemnity payments to certain categories of 
war victims. The financial agreement, concluded be- 
tween the two countries on June 12, 1961, provides 
for a German contribution of DM 321 million ($80 mil- 
lion) in approximately equal installments within a 
period of four years after ratification of the agreement. 
Of this total, DM 125 million is for compensation pay- 
ments to German expellees (from Eastern Europe) 
now residing in Austria; DM 95 million for compen- 
sation payments to victims of political or racial perse- 
cution; DM 6 million for compensation payments to 
Jewish organizations; and another DM 95 million for 
contributions to Austrian social security institutions. 
Sources: Osterreichische Nationalbank, Mitteilungen, 

June 1961, and Wiener Zeitung, June 13, 
1961, Vienna, Austria. 


Belgium's Industrial Production 


There are three main indices of industrial production 
in Belgium. They are published respectively by the 
Statistical Bureau of the Ministry of Economic Affairs, 
by the University of Louvain, and by the newspaper 
Agence Economique et Financiére. They are all calcu- 
lated on a 1953 = 100 basis, but differ considerably in 
coverage. The most significant difference consists in 
the different weighting given to coal, steel, and textiles. 
It is this which explains why, in 1960, the index com- 
puted by the Statistical Bureau stood at 125, the 
Louvain index at 126, and the Agence Economique et 
Financiére index at 131. However, all three indices 
show that the growth in Belgian industrial production 
fell short of that reached for the same period in the 
Netherlands, France, and Germany, where the official 
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indices reached, respectively, 157, 166, and 180 
(1953 = 100). This has suggested that Belgium is 
lagging behind in development in comparison with the 
other member countries of the European Economic 
Community (EEC). But doubts have been raised 
recently whether any of the three indices faithfully 
reflects the actual development of Belgian industry. 
One statistical reason for doubting their correctness is 
that during the same period Belgian exports rose by 
67 per cent, yet their share in total Belgian industrial 
output is reported by the Ministry of Economic Affairs 
to have increased only from 35 to 40 per cent. 

Several reasons have been advanced to explain the 
inadequacy of the Belgian industrial production indices, 
especially that published by the Statistical Bureau, which 
is the one currently most used in official reports. One 
point is that new industries are absent from the index, 
which is based on the industrial structure of Belgium in 
1953. Moreover, the industries included in the index 
are weighted according to their relative importance in 
1953, which gives too much weight to the declining 
sectors, particularly the coal mining industry. This 
defect is accentuated by the fact that the relative 
weights given to the industries are determined accord- 
ing to standards—number of people employed or num- 
ber of hours worked—which do not reflect the value 
added by each sector. Similarly, the calculation of the 
volume of production in certain branches is defective, 
as the index shows the number of hours worked instead 
of the quantities produced. Productivity improvements 
are completely disregarded. 

These deficiencies seem to result in an undervalu- 
ation of the volume of industrial production. Indeed, 
the annual turnover of the whole industrial sector, as 
computed by the Ministry of Economic Affairs, shows 
an increase of 46 per cent from 1953 to 1960. As 
prices of industrial goods have remained unchanged 
during the period, it is suggested that the volume of 
industrial production in Belgium has actually increased 
by 46 per cent since 1953, a result much closer to 
those achieved by its partners in the EEC. 

The industrial production index of the Agence 
Economique et Financiére has now been modified to 
reduce the weight for the coal industry and to increase 
the relative importance of the steel and oil sectors. 
After these changes, the index for the second quarter 
of 1961 stands at 144, compared with 134 for the same 
period of 1960. This compares with increases of 5 per 
cent and 6 per cent, respectively, achieved during the 
same time in the Netherlands and France, and tends to 
show that industrial production is increasing slightly 
more rapidly now in Belgium than in other EEC 
countries. 
Sources: La Libre Belgique, May 25, 1961, and 
Agence Economique et Financiére, June 24, 
1961, Brussels, Belgium. 


Middle East and Africa 
Annual Report of Bank of Morocco 


Economic activity in Morocco, which had declined 
during most of 1959, is stated in the Annual Report of 
the Bank of Morocco to have recovered after the deval- 
uation of the Moroccan currency in October 1959, and 
to have been generally higher in 1960. Agricultural 
output was somewhat larger than in 1959, though still 
lower than in 1958, and the output of citrus fruits and 
tomatoes, which are for the most part exported, con- 
tinued to expand. However, the production of cereals 
in 1960 remained at about the same level as in 1959, 
and wine production decreased appreciably. 


Mining output continued to increase: phosphates, 
which account for slightly more than one half of the 
value of mining output, increased to nearly 7.5 million 
metric tons, and the output of iron ore, which had 
declined considerably in 1959, recovered in 1960. 
Manufacturing output increased by about 10 per cent, 
due largely to higher output of cement, textiles, wood- 
pulp, and canned fish. Building activity increased only 
slightly. 

Total investment increased somewhat in 1960 but, 
according to the Annual Report, new private invest- 
ment remained very low and was insufficient to increase 
significantly either the productive capacity of the econ- 
omy or the volume of employment. Since July 1959 
exchange controls have prevented capital exports, and 
there is capital now waiting to be invested. 

Wholesale prices rose by 10 per cent, mainly as a 
result of higher prices for imported goods, following the 
devaluation of the Moroccan currency, and of increases 
in food prices. The cost of living increased by some 
3 per cent, and wages on the whole remained stable. 


There are shortages of skilled manpower, but agricul- 
tural unemployment seems to have increased with the 
continued growth in population. The Report comments 
that an increase in employment cannot be expected to 
result exclusively from increases in investment, and pro- 
grams should be launched to provide work for as many 
unemployed workers as possible. 

The money supply rose by nearly 17 per cent in 1960. 
Net foreign assets, which after a large decline in the 
first half of 1959 had risen during the second half of 
the year, continued to increase during the first five 
months of 1960, to DH 1.3 billion ($257 million) in 
May 1960; since then they have remained nearly stable. 
Credit to the Government rose slightly in 1960, and 
credit to business, after a decline in the first half of the 
year, increased substantially during the second half. The 
increase in net foreign assets during the first five months 
of 1960 resulted in a large improvement in the liquidity 
of the banks, which has enabled them to reduce consid- 
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erably their recourse to the credit facilities of the 
central bank. 


The trade deficit in 1960 amounted to DH 294 mil- 
lion, compared with a deficit of DH 6 million in 1959. 
Imports, which had been abnormally low in 1959, in- 
creased sizably in 1960 owing to the rise in economic 
activity; the largest increases were in semifinished 
products and equipment goods. Exports, which had re- 
mained nearly stable in 1959, increased appreciably in 
1960, partly as a result of the devaluation. Exports of 
phosphates continued to increase, but the largest in- 
creases occurred in foodstuffs, mainly tomatoes, citrus 
fruits, canned fish, and fruit juices. The largest part of 
Morocco’s foreign trade continued to be with France 
and other countries of the franc area; but the normal 
trade surplus with the franc area was eliminated in 
1960 and replaced by a deficit amounting to DH 147 
million. The deficit with the dollar area increased in 
1960 to DH 243 million, as the value of imports in- 
creased by more than 50 per cent whereas that of ex- 
ports rose by 12 per cent. The traditional surplus in 
trade with the sterling area was maintained. 

The Bank of Morocco concludes its Report by re- 
emphasizing the necessity of increasing investment and 
of launching programs to increase employment, and 
suggests that new initiatives should be encouraged and 
financial resources should be found to foster the devel- 
opment of the economy. 

Source: Banque du Maroc. Rapport Annuel pour 
l’'Exercice 1960, Rabat, Morocco, July 1961. 


Exchange Controls in Ghana 


The Government of Ghana has decided to extend 
Ghana’s system of exchange control to include all for- 
eign countries, and not only those countries outside the 
sterling area as under the present law. All companies 
and financial institutions must now surrender their 
sterling assets to the Bank of Ghana for Ghanaian 
pounds. Banks and life insurance companies, however, 
will be allowed to maintain working balances in 
sterling. 

Full details of the new controls are not yet available, 
but it is clear that no resident or nonresident may 
transfer funds out of Ghana without the approval of 
the Bank of Ghana. The intention is, however, that 
where in the past a guarantee to repatriate funds was 
given to a foreign investor, approval will be automatic. 
Source: The Economist, London, England, July 15, 

1961. 


Gold Production in South Africa 


In the first quarter of 1961, 5.5 million fine ounces 
of gold were produced in South Africa, an increase of 
6.4 per cent over the first quarter of 1960. Production 
in the Witwatersrand in the first quarter of 1961 de- 


clined by about 6 per cent from the corresponding 

period of 1960, but all other major gold producing 

areas showed substantial increases. 

Source: Barclays Bank D.C.O., Overseas 
London, England, June 1961. 


Review, 


Far East and Australasia 
Nepal's Industrial Policy 


The Government of Nepal has recently promulgated 
the Industrial Enterprises Act, 1961. The Act provides 
for liberal tax concessions, including tax exemptions for 
the first ten years on new enterprises, the repatriation 
of invested foreign capital at the rate of 25 per cent a 
year of total capital invested, and the annual repatria- 
tion in foreign exchange of profits equal to 10 per cent 
of the capital invested. 

Source: Department of Commerce, Foreign Com- 
merce Weekly, Washington, D.C., July 10, 
1961. 


Credit Policy in India 


Customers of India’s scheduled banks seeking to bor- 
row on the security of jute textiles have hitherto been 
required to provide minimum margins prescribed by the 
Reserve Bank of India. These margins have been not 
less than 25 per cent of the value of stocks for advances 
to established shippers and not less than 40 per cent of 
the value of stocks for other borrowers. Owing to the 
declining trend in the prices of jute manufactures since 
February and the slackening in foreign demand for 
these products, the Reserve Bank has removed this re- 
quirement, with effect from June 23, 1961. However, 
the regulations fixing limits for advances against jute 
textiles and those governing advances against raw jute 
remain in force. 

Source: Reserve Bank of India, Jndian News Digest, 
Bombay, India, July 1, 1961. 


Foreign Aid to Ceylon 


The United Kingdom has granted a loan of Rs 33 
million ($6.9 million) to Ceylon, for the purchase of 
telephone equipment to reconstruct the telephone sys- 
tem of Colombo. The United Kingdom will also pro- 
vide an expert, under the Colombo Plan Aid Scheme, 
to supervise the installation of the equipment. 

A contract has been signed with the U.S.S.R. for the 
supply of machinery, construction materials, and work 
drawings for the first stage of an iron and steel works, 
to be completed by the middle of 1964. This covers the 
establishment of a steel-rolling mill, with an annual ca- 
pacity of 35,000 tons of finished steel products, and a 
wire products department. Total value of the supplies 
is about Rs 32.6 million ($6.8 million), which will be 
financed from a loan of Rs 142 million ($29.8 million) 
offered by the U.S.S.R. at 2% per cent interest, re- 
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payable in 12 annual installments. Other projects 
which are being negotiated with the U.S.S.R. include a 
rubber tire factory, a grain elevator, and a flour mill. 
An agreement has been signed with Mainland China 
for the purchase of rolling stock, including passenger 
cars, luggage vans, and wagons. The purchase will be 
financed by the China-Ceylon Economic Aid Program, 
under which Mainland China agrees to supply goods to 
the value of Rs 15 million ($3.2 million) a year. Funds 
accruing from the sale of goods provided under this 
agreement are to be used by Ceylon for its rubber re- 

planting program. 
Sources: Far East Trade, June 1961, and The Finan- 
cial Times, July 7, 1961, London, England. 


Aid to Small Industries in Ceylon 


Several measures are being adopted to facilitate the 
development of cottage and small-scale industries in 
Ceylon. The maximum amount of a government loan 
to an individual craftsman is to be raised from Rs 500 
to Rs 2,500 ($525). Loans up to Rs 250 will be granted 
through the cooperative societies for the purchase of 
raw materials and hand tools and for marketing uses. 
Credit limits to private industrial workshops will be in- 
creased from Rs 5,000 to Rs 25,000. A hire-purchase 
scheme for machinery, plant, and equipment is also 
being considered. 

Source: Ceylon News, Colombo, Ceylon, July 6, 1961. 


indonesian Government Workers’ Salaries 


The Indonesian Government announced on June 9 
that the basic salaries of all civilian government em- 
ployees and of the State Police personnel will be raised 
with effect from January 1, 1961. Details of the salary 
increases for the different categories of government em- 
ployees have not yet been announced. Accompanying 
this measure, the Government also announced the in- 
troduction, with effect from July 1, 1961, of a “Guided- 
Savings Scheme,” under which all government workers 
will be required to deposit each month a minimum of 
10 per cent of their basic salaries in savings accounts 
with designated banks. 

Source: The British Chamber of Commerce in In- 
donesia, Newsletter, Djakarta, Indonesia, 
June 16, 1961. 


New Zealand Government Accounts in 1960-61 


A cash surplus of £NZ 4.2 million ($12 million) was 
recorded in the New Zealand public accounts for the 
fiscal year ended March 31, 1961. After deduction of 
special overseas capital transactions (debt repayment of 
£NZ 6.3 million and realization on overseas investment 
to the amount of £NZ 8.1 million), there remained a 
surplus of £NZ 2.4 million from normal operations 
within New Zealand, which compares with a deficit of 
£NZ 14.7 million in 1959-60 (total deficit of £NZ 34.3 
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million less overseas investment of £NZ 16 million and 
debt repayment of £NZ 3.6 million). 

The principal reason for the change from deficit to 
surplus was a rise in current receipts and in long-term 
internal borrowing. Receipts into the Social Security 
Fund and the Consolidated Fund—the Government's 
principal revenue accounts—rose from £NZ 317.4 mil- 
lion in 1959-60 to £NZ 361.1 million in 1960-61, 
owing largely to expanded tax receipts, which rose from 
£NZ 278.6 million to £NZ 313.5 million. Total ex- 
penditure from the Consolidated Fund and the Social 
Security Fund increased rather less than receipts, from 
£NZ 319.2 million to £NZ 346.1 million, largely re- 
flecting higher payments for social services. 

Government expenditure on capital projects re- 
mained in 1960-61 below the budget estimates, and 
showed only a small increase over 1959-60. Internal 
borrowing (excluding borrowing from the Reserve 
Bank) rose from £NZ 51 million to £NZ 61.4 million. 
Together with the increase in current receipts, this 
obviated the need to borrow further from the Reserve 
Bank; in 1959-60 the Government’s short-term debt to 
the Bank had increased by £NZ 15 million. 

Source: Reserve Bank of New Zealand, Bulletin, 
Wellington, New Zealand, June 1961. 


Western Hemisphere 


Canadian Trade and Payments 


Canada’s merchandise trade position is expected to 
strengthen substantially this year, but the over-all pay- 


ments picture is uncertain. In the first quarter, the 
import surplus was reduced to $8 million, from $44 
million and $154 million in the corresponding periods 
of 1960 and 1959, respectively. Factors pointing 
toward continued improvement include heavy grain 
shipments to Mainland China, the stimulus to Cana- 
dian exports of economic recovery in the United States 
combined with boom conditions in Continental Europe 
and Japan, and the decline in the value of the Canadian 
currency which followed the announcement on June 20 
of the 1961-62 budget (see this News Survey, Vol. 
XIII, p. 190). A lower-priced Canadian dollar, one 
of the principal aims of the new budget, is expected 
both to encourage exports of some products and to dis- 
courage many imports. 

Service transactions, consisting mainly of interest and 
dividend disbursements and tourist expenditures, will 
be subject to diverse influences. It is regarded as 
debatable whether the 1961 deficit on all transactions 
in invisibles will be much changed from last year’s 
$1.1 billion. 

An inflow of capital will be expected, as in past 
years, to help to offset the current account deficit. How- 
ever, the size of this inflow is even more difficult than 
usual to foresee. In the light of uncertainties regarding 
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the effects of exchange rate and other policies, the 

psychological element is playing a particularly impor- 

tant role in investment decisions. Apart from this, sharp 

changes have recently characterized international move- 

ments in short-term funds. 

Source: The Journal of Commerce, New York, N.Y., 
July 11, 1961. 


U.S. Industrial Production 


Industrial production in the United States rose in 
June for the fourth consecutive month. On a seasonally 
adjusted basis, the June index of 110 (1957 = 100) 
compares with 108 in May and the low point of 102 in 
February, and comes close to the record established in 
January 1960, when the index stood at 111. 

The increase in industrial production from May to 
June was widespread. Production of consumer. goods 
reached a new peak; automobile assemblies were the 
largest since last November; and the output of a wide 
range of household items was the highest since July 
1960. There were also increases in the output of most 
types of equipment and raw materials used by business. 
Seasonally adjusted, the production of iron and steel 
was the highest in 13 months. 

Source: The Wall Street Journal, New York, N.Y., 
July 17, 1961. 


IDB Loans 


The Inter-American Development Bank (IDB) has 
announced recently the approval of the following loans, 
which in all cases will be amortized by equal semi- 
annual installments beginning at different intervals, as 
specified, after the signing of the loan contract: June 25, 
to Guatemala, $125,000 for 6 years with interest at 
5% per cent, to help Industria y Comercio Textiles 
Rex, S.A., to purchase machinery for a spinning mill to 
process yarn from vegetable fibers for the manufacture 
of bags (repayment will begin after 18 months); July 3, 
to Brazil; $750,000 (the equivalent of $180,000 will be 
disbursed in cruzeiros and up to $570,000 in other 
currencies) for 8 years with interest at 5% per cent, 
to help Sifco do Brasil, $.A., to buy and install ma- 
chinery to expand the production of forgings used in 
the Brazilian automobile industry (repayment will 
begin after 18 months, and the Chemical Bank New 
York Trust Company has agreed to participate in the 
first three maturities of the loan without the Bank’s 
guarantee); July 4, to El Salvador, $200,000 for 6 
years with interest at 534 per cent, to help Pan Lido, 
S.A., of San Salvador, to purchase machinery for an 
additional food-baking plant (repayment will begin 
after 18 months); July 5, to Paraguay, $150,000, 
from the Bank’s Fund for Special Operations, for 10 
years with interest at 5%4 per cent, to help Estabiliza- 
dora Paraguaya de Alimentos to establish the only sani- 
tary dairy products plant in the country (repayment will 


begin after 30 months; the first repayments will be in 
guaranies and a substantial portion of later repayments 
in the currencies disbursed); July 17, to Ecuador, 
$2,365,000 for 14 years from the Bank’s Fund for 
Special Operations (up to the equivalent of $276,000 
in sucres and the remainder in dollars or other foreign 
currencies, to be repaid in the currencies lent, beginning 
in December 1961), with interest at 5 per cent, to help 
to finance the cultivation of the African oil palm; 
July 17, to Argentina, $15 million for 12 years (up to 
$14 million in dollars and the equivalent of $1 million 
in Argentine pesos, repayable in the currencies lent) 
with interest at 5%4 per cent, to a consortium of 20 
provincial banks, to finance small and medium-sized 
projects of private enterprises in agriculture, industry, 
and mining requiring to purchase capital equipment 
(amortization will begin after 442, years). 
Sources: Inter-American Development Bank, Press 
Releases, Washington, D.C., June 25-July 17, 
1961. 


inflation and Growth in Latin America 


In a report on inflation and growth in Latin America, 
the Chase Manhattan Bank notes that evidence is ac- 
cumulating that inflation is coming under control as 
its causes and impact become better understood. 

Between 1947 and 1950, 15 of the 20 Latin Ameri- 
can Republics had an annual average increase in the 
cost of living index of over 5 per cent; 7 of the countries 
had increases in prices averaging over 10 per cent a 
year. But in the period 1957-60, there were only 9 
countries with price increases averaging more than 5 
per cent a year and 5 with an average of more than 10 
per cent a year. 

A few years ago it was widely believed that in a 
number of the South American countries inflation was 
virtually unavoidable. Because of the nature of their 
economies, it was thought that attempts to control in- 
flation through monetary and fiscal measures would 
seriously retard economic advance. The belief was that 
inflation would be most intense when commodity prices 
became relatively low, because of government deficits 
arising from lower taxes and spending programs de- 
signed to offset lagging export demand. Yet, the recent 
anti-inflation drives in several countries began when 
world prices of their major exports fell below those of 
previous years. The Bank suggests that this raises two 
questions: How is inflation being controlled? And what 
is the likely effect of this control on economic growth? 

In Latin America, all successful efforts to bridle in- 
flation can be traced to the application of orthodox 
monetary and fiscal policies. Budgets have been brought 
closer into balance, commercial credit tightened, and 
rediscounting at the central bank by commercial banks 
and the public restricted. These measures have re- 
duced the flow of new money into the economy, thus 
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slowing the rate at which prices rise. In Argentina, 
Peru, and Colombia, where such policies were em- 
ployed, the rate of inflation was successfully checked. 
Progress in controlling inflation has also been made in 
Mexico and Chile. 

The lesson taught by the experience of these coun- 
tries is superficially simple: if inflation is to be kept 
in check, then the money supply must be kept from 
rising too fast. However, governments are frequently 
unable to withstand public demands for expenditures 
far in excess of available sources of revenue; world 
demand for major export commodities may fall sharply, 
cutting into government revenue and increasing unem- 
ployment; and there may be widespread public support 
for inflationary programs, whether such external diffi- 
culties are important or not. Factors such as these have 
often been obstacles to anti-inflationary monetary poli- 
cies. 

Although the number of governments and central 
banks in Latin America taking increasingly effective ac- 
tion to halt or slow inflation in impressive, there are 
still many responsible people who feel that inflation is 
inevitable and, perhaps, desirable in certain countries. 
Those who think this way usually believe that the less 
developed economies cannot have both monetary sta- 
bility and economic growth at the same time. 


The relationship between economic growth and the 
rate of change in the price level is extremely complex, 
and sometimes the evidence seems contradictory. In 
the short run, a pick-up in monetary demand produced 
by a spurt of government spending or of heavy bank 
lending tends to lead to fuller employment and boom 
conditions. Over the long run, however, other factors 
related to inflation that retard economic growth tend to 
take hold. Some of the more important of these are un- 
certainty and government controls. 


A study by the Federal Reserve Bank of New York 
of the relation between inflation and economic growth 
for 16 less developed countries, in the period 1950-57, 
showed that those having had little or no rise in prices 
had rates of growth on the average of about 6 per cent 
a year, while those whose price levels increased by 20 
per cent or more had an average increase in their total 
output of about 4 per cent a year. The report stated 
that the data did not support the contention that price 
stability in less developed countries prevents rapid eco- 
nomic expansion. 


In the last ten years those countries in Latin America 
whose price levels rose most rapidly, namely, Bolivia, 
Paraguay, Chile, Argentina, and Brazil, had the slowest 
average rates of economic growth; the countries with 
the most stable price levels tended to be those with the 
highest rates of economic growth. On the basis of data 
for 12 Latin American countries for the years 1950-58, 
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it would appear that, for the countries with a rate of 
inflation above 5 per cent or 6 per cent a year, growth 
rates tended to fall substantially with further increases 
in the rate of inflation. 


Source: The Chase Manhattan Bank, Latin American 


Business Highlights, New York, N.Y., Second 
Quarter 1961. 
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Austria: Financial Agreement with Germany 
Belgium: Industrial Production 
Canada: Trade and Payments 
Ceylon: Agreement with Mainland China 
Aid to Small Industries 
Loans from U.K. and U.S.S.R. 
Ecuador: New Par Value 
El Salvador: Stand-By Arrangement with IMF 
Germany, Federal Republic: Credit Measures 
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Austria 
Ghana; Exchange Controls 
India: Bank Advances Against Jute Textiles 
IMF Drawing 
Indonesia: Salary Increases for Government Workers 
Latin America: Inflation and Growth 
Morocco: Economic Situation and Outlook 
Nepal: Industrial Investment Policy 
New Zealand: Government Accounts in 1960-61 
Norway: Balance of Payments, January-May 1961 
Premium Savings Scheme 
South Africa: Gold Production, First Quarter 1961 
Sweden: Balance of Payments, First Quarter 1961 
Budget Surplus, 1960-61 
United Kingdom: Foreign Trade, June 1961 
Steel Production, June 1961 
United States: Industrial Production, June 1961 


International Financial News Survey, written by mem- 
bers of the staff of the Fund, is based on material 
published in newspapers, periodicals, official documents, 
and other publications as cited at the end of each note. 
Explanatory material may be added, but no Fund 
editorial comment. Any suggestions made or opinions 
expressed are taken from the sources quoted. Items are 
selected for inclusion because they are in fields of par- 
ticular interest to the Fund; their selection does not 
necessarily imply that they reflect the Fund's views. 

The News Survey is published weekly, except in the 
Christmas and New Year weeks. It may be obtained free 
of charge by applying to 
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